Abstract: There has been a common picture in economic development that micro and small enterprises (MSEs) tend to conglomerate in various clusters for the sake of gaining location advantages. These MSEs then create inter-firm linkages and business strategies as the two play an important role in their performance. By taking selected manufacturing MSEs that operate in various small industrial clusters in East Java, Indonesia, this research examined the relationships between the inter-firm linkages and business strategies applied simultaneously by MSEs and their impacts on the firm's performance. Viewed from the perspective of a co-opetition strategy, the results of this study revealed that some types of inter-firm linkages and business strategies matter for the MSEs' performance. However, within small industrial clusters, inter-firm linkages seem to be less effective compared to business strategies in affecting a firm's performance.
Introduction
It has been a common feature that micro and small enterprises (MSEs) tend to conglomerate in certain clusters to achieve location advantages. Within these clusters, the MSEs develop various kinds of cooperation among themselves by creating inter-firm linkages either forwardly, backwardly, or horizontally. At the same time the MSEs have to harmonize such cooperation with their competitive behavior as a strategy to obtain the benefits of joint actions and competitive advantages from the clusters.
This study examined the factors that influence firms performances in small industrial clusters in East Java by analyzing the existence of their inter-firm linkages and business strategies and their impacts on the performance of the MSEs operating in such clusters. The question that we looked to address was whether these inter-firm linkages and business strategies performed an appropriate role in achieving both common interests and private gains. Also, a possibility exists to inquire into the strength of the inter-firm linkages and/or business strategies that affect the performance of the individual MSEs.
In many countries, clusters are increasingly becoming the design for industrial and innovation policies that focus on territorial factors, as they are able to encourage entrepreneurship, learning and productivity improvements (UNIDO 2010). It is reasonable therefore, that many scholars in the field of strategic management and economic development observe how clusters influence firm's performance (Kongmanila and Takahashi 2009) . It is because the cluster approach focuses on linkages among the actors (firms and other related agents) in the value chain in producing products and services. The approach exceeds the boundaries of simple horizontal networks in which firms operate in the same end-product market and industrial group, only employing a collective marketing or purchasing policy.
The relevance of clustering as an optional strategy for the MSEs' development in many developing countries has dominated a lot of discussions in the economic development literature. However, there has been a lively debate on how to explain the dynamics of the MSEs' efforts in improving their performance within the clusters. The existing literature tends to mainly focus on interfirm cooperation (Schmitz 1995; Sandee et al. 1994; Nadvi 1999; Sato 2000; Kongmanila and Takahashi 2009 ) so that they neglect other essential features that should be included in analyzing the nature of small industrial clusters, such as the business strategies applied by the clustered MSEs. On the other hand, studies that place more emphasis on the competitive aspects of clusters (Porter 1990; seem to lack substance by not featuring much about how such clustered MSEs build inter-firm cooperation in their clusters.
By using evidence taken from various small industrial clusters in East Java, this study argues that both inter-firm linkages and business strategies matter for the MSEs' performance. This study also proposes that in order to assess such triangular relationships simultaneously, an integrated model should be constructed. This, it is envisaged will allow us to explain two possibilities, either this simultaneity has a significant contribution to the MSEs performance, or whether each component strengthens another component for achieving competitiveness. It is expected that the model will be able to provide a more comprehensive picture of the MSEs' develop-ment, specifically in this context for the MSEs operating in small industrial clusters in East Java.
This paper proceeds to a literature review that underlies the concept of the simultaneity of inter-firm linkages and business strategies within the MSEs viewed from coopetition strategy perspective. The theoretical reviews then derive hypotheses that would be tested by regression analysis. By using the survey data, indices of the performance of the MSEs, inter-firm linkages and business strategies variables are generated and regression analysis is carried out to assess whether there are significant relationships between the three variables. Finally, discussions and conclusions about the results of the models will be presented.
Literature Review
In the existing studies on inter-firm linkages, business strategies, and firm performance, the studies conducted by many researchers either in developed or developing countries mostly only paint a partial picture to explain such relationships. This study proposes to pay great attention to the relationships between the three variables which are constructed in an integrated model. It is expected that the model will present a comprehensive picture of the MSEs' development, when operating in small industrial clusters.
MSEs Clusters in Indonesia
The development of MSEs in Indonesia has commonly featured them forming enormous clusters either in rural or urban sectors. Some clusters were established by local governments but most of the clusters grew naturally. Generally, those clusters contain firms involved in traditional activities which are found in certain communities, with specific areas and products (Tambunan 2006 ), but they provide insights into essential factors influencing industrial cluster gestation and prosperity (Weijland 1999) . Therefore, the MSE clusters become an industrial seedbed and a policy target to improve entrepreneurship in Indonesia (Weijland 1999) .
As a policy target for improving the people's economy, the government usually provide various technical and financial programs through the MSE clusters. It is perceived that the clusters can facilitate a localfirm's web or inter-firm linkages for such MSEs to yield a better performance in its business (Ismalina 2009 ). However, Sandee et al. (1994) pointed out that the results of the government' s programs varies among clusters, dynamic clusters will tend to show a positive impact from the programs. Furthermore Tambunan (2006) stated that successful cluster development needs the capacity to access growing markets which is accompanied by policy making based on a diagnosis of the cluster's potential, needs and constraints.
Facing the current globalization trend, there is a need to strengthen the entrepreneurial drive and competitive potential of smallscale firms by developing strategies that increase economies of scale with respect to production, management, and marketing. Kristiansen (2003) stated that all these strategies could be achieved by formatting linkages and collaboration arrangements which are perceived as continuous relationships between the economic actors regulated by contracts and networks to develop social or cultural capital. Ismalina (2009) moreover revealed that the presence of such linkages is very essential for developing the MSE clusters in Indonesia. This is more beneficial when the linkage could harmonize market and social relationships as MSEs in clusters need balance in pursuing private gains and common interests for utilization of the cluster's resources. In this regard, assistance programs still need further improvements and their frequency should be intensified (Tarmidi 2005) by focusing on the real needs of the clustered MSEs.
Inter-Firm Linkages
Experience has shown the importance of inter-firm linkages for creating the industrial texture essential to the growth of an enterprise, and to the economic development of a specific country in general (Vangstrup 1997; Albu 1997; Smallbone 2007) . Through these linkages, firms can pave the way to acquire information on products of interest produced by various enterprises at different levels, including prices and regular supplies of inputs, the availability of credit, skilled labor, and markets (Lemma 2001) .
In Indonesia, inter-firm linkage has been developed by the MSEs as a specific strategy to improve their capacity and innovation (Sato 2000; Kuncoro and Supomo 2003). Posthuma 2003) . This commonly appears in the form of clustering, which is perceived as a feature of the rural industrialization and production specialization of entire villages (Weijland 1994) . For example, this rural industrialization can be found in the manufacture of roofing tiles in Boyolali (Sandee et al. 1994 ) and of teak wood furniture in Jepara (Posthuma 2003; Roda et al. 2007 ). Another notable example in this regard may be the rural metal-casting enterprises in Ceper, Central Java. According to Sato (2000) those inter-firm linkages have succeeded in promoting the MSEs development in such districts. When the MSEs in such rural industrial clusters developed subcontracting ties with assemblers in the modern sector the linkage provided benefits beyond sales of their product. Rather, many firms have been stimulated to improve their innovation and technological capabilities through the linkage system. Hence, efforts to strengthen mutually beneficial inter-firm linkages among the MSEs have become the heart of the value chain development. This value chain development could be grouped into two major forms; first, vertical linkages, they are backward and forward linkages; and second, horizontal linkages (Mi ehlbradt and McVay 2006) . To obtain positive outcomes from the linkages, Miehlbradt and McVay (2006) pointed out that the outcomes will be present when there is a strong market drive for the linkages, strong investment from many businesses in the chain, and a market system in place to replicate improved practices.
Backward and forward linkages refer to the vertical relationship, that is, a relationship in which the core enterprises produce the products and services that are sold to final consumers, and enterprises that supply inputs such as raw materials, and intermediate goods and services that are used in the assembly of the final product (Mazzola and Bruni 2000) . Horizontal linkages on the other hand refers to enterprises that produce the same or similar goods and services at a specific level in the value chain (Li and Fung 2006) . During the development process, both backward and forward linkages play an essential role. This is because they can speed up the transformation of economic sectors and generate widespread economic growth when an expansion in one sector through these linkages has emerged (Hirschman 1988; McCartney 2006) . As a result, the develop-ment of the MSEs will be strengthened when they build these linkages since the linkages allow them to gain better access to inputs and raw materials, create a pool of skilled workers, and open up new overseas markets (IDS 1997) .
Meanwhile, within a horizontal linkage, the MSEs can collaborate in activities such as inter-firm arrangements to conduct product development, share the cost of specialized services or equipment, collect marketing information, and supply markets (Henry et al. 1997) . In doing so, many options are available to the MSEs, including which markets to target, the extent of up-grading, and the means to enter into contracts with lead firms. The benefits of horizontal linkages also provides the MSEs with the economies of scale and access to information and markets norm ally available only to larger firms (Ayyagari 2006 ).
However, an effective inter-firm linkage developed among the clustered MSEs needs a certain kind of social cohesion. The existence of this social cohesion among the clustered MSEs will tailor efforts to improve the various firms' performance. Knorringa and Staveren (2006) in their comparative research on Vietnamese and Ethiopian MSEs indicated that social cohesion or social capital significantly contributed to a firm's performance. While, Ismalina (2009) in her research on ceramic clusters in Yogyakarta, Indonesia, proved that inter-firm linkages sometimes produce some negative aspects of cooperation, which can be eliminated by promoting trust and other social cohesions. The presence of both the social and economic factors is very essential to gain advantages from the inter-firm linkages.
Business Strategies
The rationale to introduce the business strategies of MSEs operating within an inter-firm linkage mechanism is based on the idea that, due to their resource heterogeneity, the MSEs actually still need to have dynamic capabilities, that is, the ability to connect internal strength with external needs (Janczak and Bares 2010) . Parrilli (2001) stated that some factors, such as the linkage of a cluster to an international market and its economic dynamism, power relations amongst firms within the cluster, and the types of firms in it will affect firm heterogeneity within a cluster. As such, the MSEs that operate within inter-firm linkages still develop and implement their own business strategies.
In the MSEs context, since their approach to strategy formation has been described as informal, implicit, intuitive and i ncremental (Crag g et al. 2002) , the conceptualization of a business strategy for the MSEs varies. Cragg et al (2002) stated that studies of the MSEs' strategy have failed to provide a consensus model of strategy for such enterprises. Different studies have produced different typologies and not all types are necessarily present in all industries. This lack of consensus could, in part, be due to the focus on implicit rather than explicit strategy by the MSEs, which makes strategy in those enterprises more difficult to study.
According to Ha (2002) , business strategies focus on improving the competitive position of a company's or business unit's products or services. In a small firm setting, Kotey and Harker (1998) postulated that activities which constitute a strategy can be grouped into functional areas and they are at the operational level. These strategic activities are short-term and cover areas such as marketing, finance, human resource, production, and research development (Kotey and Harker 1998; Ha 2002) . Besides, two strategy types are proposed namely proactive strategy (associated with high performance levels) and reactive strategy (associated with relatively lower performance levels) and that all firms adopt these strategies in varying degrees. The MSEs may therefore, be classified by the position of their strategies on the proactive-reactive continuum.
Performance
Given the importance of small businesses to an economy, the performance of these small firms is an issue of continuous concern to policy makers, owner-managers and their advisors (Maes et al. 2003) . However, there have been disagreements related to the terminology used, the level of analysis, and the concept of the performance of small and medium enterprises (Ha 2002) . Chong (2008) argued that a small firm can measure its performance using financial and non-financial measures. Walker et al. (1999) also proved that a small firm's success can range from the purely financial to the non-financial. In this regard, gross sales (Delmar 1997 ) and gross profit (O'Regan et al. 2004 ) can be used as financial performance indicators, and firm productivity (Fu et al. 2008) can be used as a non-financial performance indicator. Meanwhile, Freel (2003) used innovation as an indicator in the association with external linkages and found that the influence of various types of innovationrelated networks was non homogenous.
Above all, there is another issue related to the sources of data used to develop the construct of a small firm's performance. Lillo and Lajara (2002) argued that data on the performance of a firm can be obtained either from primary or secondary data. They suggested that the subjective measurement of performance can be used over objective data for several reasons. First, small firms are often very reluctant to provide "hard" financial data. Second, objective financial data are not publicly available, making it impossible to check the accuracy of any reported financial performance figures. Third, assuming that accurate financial data were reported, such data on small firms are difficult to interpret. Finally, absolute scores on financial performance criteria are affected by industrial-related factors. Similarly, Ha (2002) and Garg (2003) highlighted that subjective assessments can be used as a measurement method since obtaining the data of small firms' performances are often difficult due to their deficiencies in accounting records and administrative matters.
'Co-opetition' Strategy
'Co-opetition' strategy perspective refers to a complex structure of firms interdependence where cooperation and competition are simultaneously interconnected (Dagnino and Padula 2002; Morris et al. 2007; Solitander and Tidström 2010) . For the MSEs, due to their limited resources and vulnerability to environmental conditions, having collaborative relationships with competitors represents a viable strategy (Machikita and Ueki 2010) . Morris et al (2007) stated that such relationships provide small firms with a means of leveraging resources, a useful method for protecting their market position, and a type of firm asset that can produce collaborative advantages. In the same vein, as Gnyawali et al (2006) pointed out, the firms need to manage the paradox of si-multaneous competition and collaboration, manage a fine line between cooperating with partners, and maintain a posture of vigorous competition with rivals including those same partners.
Hence, Makkonen (2008) viewed coopetition as a circumstance rather than a permanent, stable state in the relationship. Within co-opetition, firms share resources, competencies or capabilities, but they also have to struggle for the same limited resources and the best performance. Depending on the context, firms sometimes need each other more and mostly cooperate among themselves. Sometimes the relationship may include more competitive elements, and at times both cooperation and competition occur equally (Makkonen 2008) . Bengtsson and Kock (2000) divided these degrees of coopetition in three types, they are; 1) cooperation-dominated, 2) competition-dominated, and 3) equal relationships. Furthermore, Bengtsson and Kock (2000) stressed that two or more enterprises cannot compete exactly within the same activity in which they are cooperating. Therefore, MSEs tend to engage in cooperation in activities that are far from the customer and compete in those near to the customer.
To maximize the degree of co-opetition is a strategic option for (small) firms involved in inter-firm cooperation. Edström and Högberg (2007) stated that there is an interaction between the strategic vision and goals, internal structure, resources, and the firm's environmental interdependencies. Here, motives for inter-firm cooperation such as economic efficiency, risk sharing, control of existing interdependencies and the need for resources utilization will depend on the strategic context. Le Roy and Yami (2009) stressed that as firms must compete and cooperate simultaneously within the same field, they are led to change their mental models. This is both in terms of the choice of the relevant strategy with competitors and in terms of the management of the cooperative structure.
Hypotheses
In light of the above discussions, it is clear that the inter-firm linkages and business strategies determine the ability of MSEs by offering them several opportunities to upgrade internal resources and capabilities. This research proposed to pay great attention to this aspect, by studying the relationship of interfirm linkages, business strategies and the performance of MSEs which were constructed into an integrated model. The model to some extent differed from existing research, which had merely examined the relationship of the three variables in partial measurements.
In the existing studies on the subjectmatter, the researchers, either in developed or developing countries, mostly paint a partial picture of such relationships. Consequently, the existing research fails to show the dynamic outcomes of how the MSEs utilize the inter-firm linkages and business strategies simultaneously in order to achieve better performance. The failure to construct these variables in an integrated model will lead to the failure in presenting a comprehensive picture of the MSEs' development.
In the case of manufacturing MSEs operating in various small industrial clusters in East Java, it is believed that cooperative behavior and internal strategy are important factors for the development of the small industrial clusters. As a result, the types of inter-firm linkages (i.e. backward, forward, and horizontal linkages), and business strategies (i.e. finance, marketing, HRM, R&D, and operational strategies) applied simultaneously by the MSEs should have a positive impact on the firms' performance. Based on the discussions aforementioned, two hypotheses can be developed as follows: 
Research Sampling and Models Research Sampling
This study collected information on the inter-firm linkages, business strategies, and firms' performance by using a field survey that was carried out at 12 selected clusters dispersed in eight regencies of East Java. The clusters are listed in Table 1. Based on these 12 clusters, the study deliberately selected types of clusters ranging from small to big, dependant on the number of firms in each cluster. From this selection the survey found 240 respondents dispersed in all the selected clusters.
Meanwhile, the questionnaire used for the survey adopted the work of Ha (2002) and Kongmanila and Takahashi (2009) as its basis. It was conducted from August to October of 2013, which was followed by a focused group discussion (FGD) with respondents from the furniture cluster in the sub district of Tunjung Sekar, in Malang. The FGD was conducted on the 1 st of November 2013 to explore qualitative explanations of the dynamics of business behavior among such clustered MSEs.
Independent Variables
The independent variables consist of the inter-firm linkages and business strategy variables. The inter-firm linkage variables include the backward, forward, and horizontal linkages, while the business strategy variables include finance, marketing, HRM, R&D, and operational strategies. To operationalize these two independent variables, 40 questions were subjectively measured in a five-point Likert scale at "never" (1), "rarely" (2), "sometimes" (3), "often" (4) and "always" (5). All these question items are listed in Table 2 and Table  3 . 
Dependent Variable
The dependent variable of the study included five performance criteria of the firms, which were measured by indicators including total sales, net profits, assets, the number of full-time employees, and worker productivity. All these indicators were quantified by subjective measurement which were designated in a five-point Likert scale ranging from (1) "decrease", (2) "no change", (3) "increase 1 percent -25 percent", (4) "increase 26 percent -50 percent", and (5) "increase > 50 percent". The respondents were asked to state the performance indicators that signify their trend in the last three years. (2011) (2012) (2013) .
Control Variables (CV)
To further strengthen the findings of the study, it required a regression analysis with some control variables. In this regard, the control variables include the firm's age, size, the entrepreneurs' age (as a proxy for working experience), and the entrepreneurs' education level.
Models
In order to test the hypotheses stated above, the models utilized an ordinary least squares (OLS) calculation. The equation for these models was as follows: (Table 3 
Results and Discussions

Results
By utilizing simple calculations, the data were calculated as had been formulated in the above models. Table 4 presents various OLS results of the models which showed the impact of inter-firm linkages and business strategies on each performance indicator.
a. Model 1A: sale index
The first model (column 2 of Table 4) specified the relationship between the interfirm linkages and business strategies on the firm's sales. There is no type of inter-firm linkages that individually affect the sale index. Meanwhile, three types of business strategy variables individually affect the sale index, they are the financial strategy, research and development (R&D) strategy, and operational strategy i ndexes ( There is no control variable that individually affects the productivity index in this model.
Summarizing the above individual variable relationships, the OLS calculation provided the relationships for the inter-firm linkages and business strategies toward the MSEs' performance in the general models. Table 5 presents such relationships.
Discussions
The models developed above provided the theoretical framework for understanding the complex phenomena of the relationship between the inter-firm linkages and business strategies applied simultaneously to the performance of the MSEs operating within small industrial clusters in East Java. Through regression analysis of the 240 sampled MSEs this study found the simultaneity of the inter-firm linkages and business strategies exist in the business operations and that both affect the MSEs' performance. In this regard, the MSEs' performance consists of total sales, net profits, assets, the number of fulltime employees, and worker productivity.
However, the findings revealed that the impacts of the inter-firm linkages on the MSEs' performance are less effective than that of their business strategies. Among the models, the inter-firm linkages simply affected the firm's sales, profits, and assets. Meanwhile their business strategies affected all the indicators of total performance as can be seen in Table 5 .
Related to the inter-firm linkages, forward linkages in fact negatively affected worker's productivity in MSEs operated in clusters, as shown in Table 4 . The negative sign for forward linkage is interesting, and needs to be analyzed, as research on the role of the linkage on firms' performance have been positively proved by many previous researchers. Kelegama and Foley (1999) showed that forward linkages are very useful in reducing the lead time for the garment industry in Sri Lanka. Mazzola and Bruni (2000) provided evidence that forward linkages have positive effects on firms' performance in small southern Italian firms. While Ismalina (2009) proved that the forward subcontracting relationships that were developed by trust could reduce the cost of information, process requirements and other variables that determined the progress of the high-quality products of a ceramic cluster in Yogyakarta.
One likely reason why the forward linkages negatively influenced firms' performance in the clustered MSEs in East Java was the absence of trust among the entrepreneurs and the existence of institutional problems. Following Ismalina (2009) , the absence of trust caused the emergence of opportunistic behavior that led entrepreneurs to reap the benefits from the forward linkage for their own interest, thus failing to achieve the collective efficiency offered by the linkage. Some problems emerge with this linkage, such as in forward subcontracting and dependency in product marketing, which cause the forward linkage to negatively contribute to firms' performance.
A point which emerged from the Focused Group Discussion with the micro and small entrepreneurs of the furniture cluster in the sub district of Tunjung Sekar, Malang, was that it was problematic to make effective forward linkages with business partners. Due to their limited capacity, small firms need a certain level of product distribution to achieve effective marketing, but their partners often used this cooperation for their own interests. One of the respondents stated: In relation to orders given by the local government, the respondent accordingly stated that such a business relationship is not an aid to improving the business but that the government's orders in fact destroy it:
"We often obtain orders given by the local government of Malang City. However, the products cannot be finished well as the officer forces us to work overtime. The products that should be finished in four months must be finished in two months as the officer demanded. This absolutely disturbs our working mechanisms as we cannot get our optimum profit."
Contrarily, the backward and horizontal linkages positively affected the clustered MSEs firms' performance, especially on the firm's assets, employees, and worker productivity as can be seen in Table 4 . Many scholars, such as Altenburg and Meyer-Stamer (1999) , proved that clustering MSEs had horizontal benefits to such enterprises, and entail some positive externalities such as the availability of a semi-skilled labor force, and information spillover concerning sourcing, marketing, and the product design of competitors. Rabellotti (1998) showed that such positive externalities are commonly derived from unplanned, incidental relationships among the entrepreneurs who inter-act within the system. These inter-actions then generate both static and dynamic external economies which usually freely circulate within the districts. In the case of the small industrial clusters in East Java, this study has demonstrated that backward and horizontal linkages clearly affect the MSEs' performance.
In terms of business strategies, the models show that all indicators of business strategies have a positive effect on all the clustered MSE firms. Porter (1990 Porter ( , 2000 , in his diamond model, considered a firm's strategy as a factor that motivates the clustered firms to enhance product quality and search for new innovations. Bender et al. (2002) insisted that while firms in the clusters cooperate with each other, the firm's strategy and rivalry matter because this rivalry, in the form of intense domestic competition, spurs innovation in which the optimal levels of competition and cooperation vary by industry and region. Furthermore, Gelderen at al. (2000) stated that as a result of the entrepreneur's dominance in decision making in small firms, the personal strategy that the entrepreneur uses will influence his firm's performance. This study clearly proved that the presence of business strategies matter for those MSEs that operate in small industrial clusters widely dispersed in East Java as the strategies positively associate with the firms' performance.
Conclusion
This study attempted to examine the application of the inter-firm linkages and business strategies of the MSEs that operate in small industrial clusters in East Java. It is proved that both inter-firm linkages and business strategies matter and affect the performance of the MSEs that operate in such clusters.
Viewed from the co-opetition strategy perspective, this study has added to the growing stream of literature on strategy and entrepreneurship, dealing with the competitiveness of MSEs operated within clusters. Although many scholars have augmented our understanding of particular issues involved in these small industrial clusters, there are only a few studies that focus on how the potentially conflicting forces in clustered MSEs, as a result of cooperation and competition applied simultaneously, are reconciled. This study has provided a distinctive perspective with respect to what actually happens in these small industrial clusters by putting forth the model of the clusters based on both the cooperation and competition perspective. This study has integrated the different activities of cooperation and competition by putting both the inter-firm linkages and business strategies into the models and revealed their degree of effectiveness on the MSE firms' performances when operating in small industrial clusters.
